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Introduction 
 
You are the head of the internal audit for a large listed entity, Pioneer Brands Limited.  
You have been employed with the company for the past several years after being a 
senior internal audit position at international retail group. Due to your expertise, you 
serve as a non-executive director for other companies, being Universal Limited and 
Amalgamated Steel Limited. 
 
Pioneer Brands Limited recently used the services of a taxation consulting firm, We 
Save You Tax Inc. to investigate whether the company was paying too much tax. A 
number of deductions that had not previously been claimed, would save the company 
approximately R400 000 annually, were identified. You are particularly impressed with 
the magnitude of the savings and conveyed this to Mr Brett, one of the tax consultants. 
As a result, Mr Brett asked you whether you would like to market the services of We 
Save You Tax Inc. to the companies with which you are associated in return for a fee of 
15% of the tax savings achieved by each company for the first year. You have gladly 
accepted this offer. 
 
 
Universal Limited 
 
Universal Limited, a diversified industrial company, was recently listed on the JSE. 
During the “roadshows” undertaken by the directors of Universal Limited to market the 
initial public offer, they emphasised the clear commitment of the company and its 
management to the highest standards of corporate governance and ethical conduct. 
This impressed the potential investors to whom the “roadshow” was aimed at and the 
company had little problem having their shares taken up. 
 
Audit Committee meeting 
 
The following is a summary of what transpired at a meeting of the Audit Committee of 
Universal Limited held on 20 May 2016: 
 
 
Attendees: 
 
The following persons attended the Audit Committee meeting: 
 
1. The members of the audit committee 
 Mr George Busche, Chair of the Audit Committee. Mr Busche, a non-executive 
director of Universal Limited, is a highly regarded expert in the field of strategic 
thinking, and in recent year has consulted to a wide range of listed companies, 
including Universal Limited.; 
 Yourself, a non-executive director of Universal Limited; 
 Mrs Angie Merkal CA(SA), Universal Limited’s financial director; and  
 Mr Jackson Zuma, Universal Limited’s managing director. 
 
2. Mrs Carmen Powel, the recently appointed financial manager who was attending her 
 3 
first Audit Committee meeting. 
 
3. Ms Liz Rice, a partner in the audit firm of WMD & Co and responsible for the external 
audit of Universal Limited. Ms Rice attended the meeting at the invitation of Mr Busche. 
 
Before the meeting started, Ms Rice informally asked Ms Powel how she experienced 
“being on the other side” (Ms Powel having worked as an audit manager for the firm of 
WMD & Co up until 28 February 2016). Ms Powel responded that she was really 
enjoying her new job. 
 
Matters discussed at the meeting: 
 
1. Authorisation of the annual financial statements 
 
Mrs Merkal distributed the financial statements of Universal Limited for the financial 
year ended 31 March 2016 to all attendees at the meeting and proceeded to highlight 
key figures in the financial statements. She then requested that the Audit Committee 
approve the annual financial statements of Universal Limited for issue. The only query 
(raised yourself) was how Mrs Merkal and her team kept up to date with all the changes 
to the accounting standards as you found it impossible to do so. After receiving a 
satisfactory answer, the Audit Committee authorised the annual financial statements for 
issue. 
 
In response to a question by Mr Zuma, Mrs Merkal explained that the 2016 integrated 
annual report of Universal Limited would be compiled as follows: 
 
 Page 1: The mission statement of the company “Growth for shareholders at all 
costs”; 
 Pages 2 to 10: The Board Chairperson’s and CEO’s report on the financial 
situation of the company; 
 Pages 11 to 55: Reports from the Board Committees and disclosure relating to 
their functions and tasks; 
 Pages 56 – 165: The condensed annual financial statements, containing the 
disclosures required by the International Financial Reporting Standards (IFRS) 
and the Companies Act. This information will be integrated with the company’s 
sustainability information to show how Universal Limited generated their income 
and operated. Extensive use will be made of graphics to illustrate all six capitals 
of the company over which they have stewardship. Additional information will be 
available via links to the company’s website;  
 Page 166 and 167: Notice of the upcoming annual general meeting 
  
2. Consideration of the draft external auditor’s report 
 
Ms Rice indicated that the external audit was close to completion and wished to present 
the Audit Committee with a draft audit report for discussion. Ms Rice noted that the 
external audit went smoothly thanks to the efforts from Mr Merkal who, along with Ms 
Powel, fully understood the audit requirements. The Audit Committee members were 
delighted to see that an unqualified audit opinion was envisaged. Mr Busche noted a 
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word of thanks to MS Rice for the hard work that she and her audit teams had carried 
out since the incorporation of the company in 2004. 
 
3. Consideration of the reports from the internal audit department 
 
Mrs Merkal then took the Audit Committee through the internal audit reports, which 
were submitted to her, for the work that had been completed over the last nine months. 
She then proposed that the internal audit department should focus on the payroll cycle, 
bearing in mind that it had already been evaluated and audited the controls in the 
revenue and receipts and acquisitions and payments cycles during the previous nine 
months. This was agreed by the Audit Committee. 
 
4. Declaration of dividend 
 
Given the positive year Universal Limited experienced, George Busche thought it would 
be appropriate to declare a bonus dividend to rally market sentiment in Universal 
Limited’s favour. An amount of R 4 million was finally agreed upon by all those 
attending the meeting. 
 
5. Discussion of the services of We Save You Tax Inc. 
 
You informed the committee that you had recently become aware of the excellent 
service offered by We Save You Tax Inc. You explained that this firm of tax consultants 
had been able to save Universal Suppliers Limited R400 000 as a result of its 
investigation into the company’s tax practices. You added that the firm may be able to 
achieve significant tax savings for Universal Limited as well, and urged that Universal 
Limited make use of its services. The Audit Committee resolved that Brett and Knee CC 
would be asked to offer such services to Universal Limited. 
 
6. Conclusion 
 
Mr Busche thanked all for their attendance and participation in the meeting. 
 
Amalgamated Steel Limited 
 
The Board of Directors of Amalgamated Steel Limited is composed of the following 
directors: 
 Mrs Els – CEO  
 Mrs Ngweni – Chairman of the Board (and previous CEO – resigned in 2014) 
 Mr Gambu – Financial Director  
 Mrs Venter – Human Resources Director  
 Mr Thomas – Independent non-executive director 
 Yourself – Independent non-executive director 
 
At the previous, annual, board meeting of Amalgamated Steel Limited the following 
issues, amongst others, were discussed: 
 
During the current financial year, the management of Amalgamated Steel Limited 
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decided to investigate the possibility of forming a special-purpose-entity (SPE) with the 
sole objective of enabling its lease liabilities to remain off balance sheet when applying 
International Financial Reporting Standards (IFRS). At the time, Al Ron, CA(SA) a 
consultant from the corporate finance division of the company’s external auditors, Diss, 
Hon and Nest & Co, was commissioned by Amalgamated Steel Limited to advise on the 
appropriate form of the SPE. The objective of setting up the SPE was not explained by 
Amalgamated Steel Limited to the audit partner in charge of the external audit of 
Amalgamated Steel Limited and to Al Ron, who was not involved in the statutory audit 
of the company. Al Ron advised that the SPE take the form of a partnership with no 
controlling stakeholder, which would achieve Amalgamated Steel Limited’s objective of 
not recognising the lease liability in its balance sheet. However, due to delays in 
consulting with the company’s lawyers, management only took the final decision to 
implement these recommendations during the 2016 financial year. You pointed out to 
the other board members that IFRS specifically defines control and according to you, 
the SPE will have to be consolidated into the financial statements for 2016. The other 
directors have not agreed with your opinion and the SPE will not be consolidated for the 
2016 financial year end.  
 
They will also not be applying the new IFRS15 standard to their business when it 
becomes effective 2018 nor will they early adopt the standard. They have decided that 
the standards change so frequently that the company is going to retain the current 
accounting policies for revenue for the foreseeable future as well as any other changes 
to IFRS standards. As the company is currently in a loss making position and cash flow 
is extremely tight (they are currently operating on a basis of cash received from 
customers is used to settle the longest outstanding creditors), the directors are worried 
about the impact that a change in revenue recognition will have and may result in great 
losses being made as less revenue will be recognised. 
 
Pioneer Brands Limited 
 
You have obtained the scope of the internal audit mandate for the year ended 31 
December 2016 from the financial director, who attended the last Audit Committee 
meeting. The Audit Committee decided that you will be tasked into looking into unethical 
behaviour and practices at Pioneer Brands Limited and report back to the audit 
committee on a regular basis with your findings. 
 
The very next day you read an article about Pioneer Brands’ involvement in forming part 
of a cartel for the price fixing of goods produced by them. According to the article the 
Competitions Commission fined the company R100 million. They are going to appeal 
the ruling as they feel that in a court of law this fine will be significantly reduced. The 
Chairman and the CEO of Pioneer Brands have been implicated in the price fixing 
charge. This is the first that you have heard about the allegations and per your 
conversation with the Chairman of the audit committee, the first that he has heard of it 
too. It appears that the Chairman and CEO have not shared this with anyone at the 
company.  
 
Please note: For the purposes of the question, please assume that the boards of 
directors and board committees for the three companies are in place and are all 
properly constituted. 
